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.-~ monopolist producing or selling the - -
' . relevant product at the merging firm's "
" location would not find it profitable to. "
" impose.such an increase in price, then - .

. in price or other co

the televant produr.t lt that polnt
-+ - imposed at least &' mllbutdgniﬁum
- - and nontransitory”
" ‘the terms of sale at all other locations -

inmhpﬂu.bnt
remained constant. If, in response to the

. price increase, the reduction in sales of -
: Atheproductatthatloationwwldbe

large enough that a hypothetical -

the Agency will add the location from -
which production is the next-best '

substitute for producﬁon at the merging‘ .

firm's location. .
In considering the likely reaction’of |

. buyers to a price increase, the Agency -
- will take into account all relevant -

evidence, including, but not limited to,
the following:

(1) Evidence that buyera have shlfted
or have considered shifting to relative
changes in price or other compeﬁtive
variables;

(2) Evidence that sellers’ base buainm
decisions on the prospect of buyer

_ substitution between geographic

locations iri response to relative changes
titive variables;

(3) The influence of downstream  --

- . competition faced by buyers in their
- output markets; and -

(4) The timing and eos\s of svntching
suppliers.
e price increase quesﬁon is then <

B . . asked for a hypothetical monopolist
" . . controlling the expanded group of L
locations. In perfoming succesgive

iterations of the price increase test. the

- . hypothetical monopolist will be -~
. “assumed o
" deciding whether to raise the price at -
- any or all of the additional locations - .:** + used,
. .~ . underits control. This process will .-
.7 “continue until 2 group of locations is -
. - identified such that a hypotheticel -~
"+ ‘monopalist over that group of foca
-« would profitably impose at leasta :;
'-??smnllbutsigniﬂmtmd_ R

pursue maximum proﬁts in

o ‘and price differen
Do - aress {
- not defeat

_ 8‘081‘5
' ahypotlwhcal monopolist would

chnghg' diﬂum pﬂm. of -
product to buyers

,However, if a
can identify

increase. Thhiatmeevenwhuea

.- general price increase would cause such
: signlﬁcant substitution that the price
- increase would not be profitable. The

Agency will consider additional
¢ markets consisting of
locations of buyeu for whicb

profitably and separately impose at
least a “small but significant and
nontransitory™ ihcrease in price.

1.3 Identification of Firms that

' Participate in the Relevant Market

1.31 - Current f’rbduan or Sellers

The Agency's identification of firms
tlnt participste in the relevant market
begins with all firms that currently

- produce or sell ini the relevant market.
* This includes vertically integrated ﬁms

to the exient that such inclusion :
accurately reflects their.competitive
. ‘significance in the relevant market prior

_tothemerser To the extent that the -
" analysis under Section 1.1 indicates that .

indtﬁeuntmu.!or
- example—would not be profitable for a

to buyers in certain

buyers”) who would .
pﬂalncnueby

-aubcﬂtuﬁngtomdmmtunu:

redeployment of these assets outside

relevant market, i.e.; costs

- year of the commencement of the s

a“mllbut

‘response, assuning {
~ significant and *-price
" increase in the relevant n

product
definition, except the price

) buumdtolu




, that'do not currently
fpec sduce the relevant product.147; v

If a firm has existing assets that likely
, f d be shifted or extended into"
production and sale of the relevant

v

product within one year; and without
ncurring significant sunk costs’ ofentry
and exit, in response.to a “small but .-
ligmﬁcant and nontransitory" increue
!n price for only the relevant product, . °
e Agency will treat that fitmi as &
market participant. In assessing whe!her
fa firm is such a market participant, the
. Agency will take into account the costs
of substitution or extension relative to-
the profitability of sales at the elevated’
g price, and whether the firm's capacity is
elsewhere committed or elsewhere so
profitably employed that such capacity -
__hkely would not be available to respond
10 an increase in price in the market.'

1322 Obtaining New Assets for
-;rrgdu?on or Sale of the Relevant
“Produ, ‘

\‘ +A firm mny also be able to enter lnto
P!‘Odncnon or sale in the relevant -

. ‘Unﬂﬂoumau]yuul o
-Mm&mmdmuhlﬁnu

-moné . basis of price discriminetion (Sectione ' o

E: e Age :
_,m'?l’&.“‘;':' "“"“" ot

'mar ket within one year s and withont the ,

cy normally will caleulate:
res for all firms (or plants) s
identiﬁed as market participants in.
Section 1.3-based on the total sales’ or .
city currently devoted to the*:’
reg:lant market together with that -
which likely would be devoted to the

.. relevant market in response to a.“small .-

~ but sigriificant and nontransitory” pnce
increase. Market shares can be
expressed either in dollar terms through

= 5", measurement of sales, shipments, or - -

. - production, or in physical terms through
. measurement of sales, shipments,~
.. prodiiction, capacity, or reserves. -

- Market shares will be calculated using
_ the best indicator of firms’ future ~

- competitive significance. Dollar sales or -

‘shipments generally will be used if firms
- are distinguished primarily by '
differentiation of their products. Unit

- .sales generally will be used if firms are
" distinguished primarily on the basis of

. their relative advantages in serving
different buyers or groups of buyers.
Physical capacity or reserves generally
- will be used if it is these measures that
most effectively distinguish firms.8'
Typically, annual data are used, but

"... where individual sales are large and -

infrequent so that annual data may be

. unrepresentative, the Agency may

. measure market shares over a longer
period of time.
In measuring a firm's market share,

- the Agency will not include its sales or
h’» " capacity to the extent that the firm's’

*capacity is committed or so profitably "
. employed outside the relevant market
that it would not be available to respond

.' to an increase in price in the market. -

~1.42 Price Discrimination Markets
.. When markets are defined on the

.~ % Whers all firms have. on s forwud-lookin;
basis, an equal likelihood of securing sales, the
Agency will assign firms equal shares.

" v to the United State are subjectto a

3004 2004 _
mm[inlbeauohpuremonopo\y) toa number . |

1 shipments from a particular con

‘. guota, the market shares assigned to ..

" firms in that-country will not exceed !he .

* amount of. slupments by such firms

* allowed under the quota.?® In the case " :Z

. of restraints that limit imports to some
- > percentage of the totalamount of the .-~ .
- product'sold in the United States {i.e., -0~ "]
- percentage- ‘quotas), a:domestic price .~ ¥

:-increase that reduced domestic . -
consumption also would reduce the’
volume of imports into the United
States. Accordingly, actual import sales

> and capacity data will be reduced for

* purposes of calculating market shdres.
Finally, a smgle market share may be

- assigned to a country or group of -

countries if firms.in that country or -

group- of countries act in coordination.

. 15 Concentmtzon and Market Shares

) Market.concentrahon is a function of

- the number of firms in a market and

their respective market shares. As an ~
aid to the interpretation of market data,
the Agency will use the Herfindahl-
- Hirschman Index {*HHI") of market
concentration. The HHI is calculated by
summing-the squares of the individual
"market shares of all the participants.??
Unlike the four-firm concentration ratio,
- the HHI reflects both the distribution of
the market shares of the top four firms
and the composition of the market,
outside thé top four firms, It also gives -

o 1e 'm conemining e!lect of the quotaon lho
’ importers ability to expand sales is relevant to the

evaluation of polentiel edvene compedﬂvn effects.

See Section 2. -

17 For example, a mlrkal consh!lng ‘of four ﬁnnl .."- '

- with mavket shares of 30 percent, 30 percent, 20
- percent and 20 percent has an HHI of 2600 (30® +.
+ 20% v= 2000). The HHI ranges from :

pproaching zero (in the case of an atomistic
mrket]. Although it is desirable to include all firms
. in the calculation. lack of information about small

: ;..ﬁrms is not critical because such ﬁnmdo not lﬁ'ec( .

the HHI ligniﬁuntly .

‘ proporhonately greater weight to the B
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. _market ahares of the uﬁrma i Tuw coneentratedmarketspoctw are ; _nontrnnsitory mnt-'l‘hhuym
%% aeoordwiththeirrelal::rseimpmmh ‘unlikely to have adverse competitive - when the demand subdtitutes outside -
SEWY - - competitive interactions. . ... v . .. conseqnenceundordmarﬂynquimno -.therelevantmarket.»uapoup.mm
”:ﬁ&, : TheAgencydividesthe:pectnmof furtheranalysis.Metgerspmdudngan - close substitutes for the products and
‘ ;i market cancentration as measured by .. increase in the HHI of more than 56 - .. - locations within the relevant markst.
1

the HHI into three regions thatcanbe pdntsinhighbymnmtedma:keu'« - There thus-inay be '« widegep in‘the
- broadly characterized as - .- : -~ ‘post-merger potentially raise significant : ‘chati 6f demand substitutes at the
-unconceritrated (HHE below 1000}, - fwcompetitive concerns: depending on the "+ oﬂhaprodnct m&geognphlcmlrket.
moderately concentrated (HHI betwun .factars set forth in sections 2-5 of the . . Under such circumstances, more m ;
-1000 and 1800}, and highly concentrated. - Guidelines. Where the post-merger HHI.. power is at stake in the relevant m

{HHI above 1800). Amxoughthemu!ﬁng exceedslaoo.ithubepmumedtbat . then in a merket in which a hypathe

?
i
o
lin
SR regions provide a useful - mergers producing &n increase in the M"@d"iﬂm
. i ,} : mergerana}ysis.thenumeﬁcaldivuiom m'nofmorethnnmﬂpoinumhkelyh fivepercent.” ... h’
TR - sugges! greater precision thanis = - create or enhance market powerar
HREE possible with the available economtc facilitate its exercise. The presumption &mwmm
L8N~ - tools and information. Other things -~ may be overcome by a showing that -~ " Effects of Mﬂlﬁl
o ﬂ‘ bemgequa!.mseaiallinstustaboveand factdnsetfoﬁhmsecﬁomz—sonhe 20 Overwew R
t o just below a threshold present- - -~ Guidelines make it unlikely that the - R
g o] comparable competitive lasues. merger will create or enhance market Othummbeins"l“ll
[ 4| S General Standard \ power or faciiiate its exercise, in light  concentration affects the likelihood th
il - ) - of market concentration andmarke! one firm, or & small group of firma, co
St hﬂ%mhmatgmm shares. - successfully exercise market power. 1
O ey e e e P tne < 152 Factoré Affecting the Significance oy Ao sbeapben k.
Tae minmamgeseinemceﬁmﬁonmm&oh .of Market Shares and Cincentration ::“ ict tts own out lhw oA
AN . the merger.:® Market concentration it e . The post-merger level of market - . _produce a. mmﬁ '
Vit vseful indicator of the likely potential ‘concentration and the change in - leasl!kelyuhlh.tcnuw
R . competitive effect of a merger. The . - .. concentration resulting from s merger .- wmumumm
1. generalstandardsforhorizoma}metgm - affect the degree to which a merger . mmfmhmofm
g 1 : .are s follows:, raises compeﬁﬁveeonmﬂowm - power.as the number of firma x

(a)PatMetger!ﬂﬂBdowzmm "in some situations, market share and - “m

¥ . Agency.regards markets in this region to - market concentration data mey either toegnpol_g 8o iR dw
) _be unconcentrated. Mergers resulting in - understate orovetstatethelikelyfum
b unconcentratedmrkeumulﬂmlyto competitive significance of a firm or -

5 have adverse competitive effects and - - -ﬁmsin%mrketortheimpactof:{
L ordinarilyre quire no further snglysis. ‘. me Eolbwingureexampho

} (b) Post-Merger HHI Batween 2000 - aucrlﬁ‘i.matim

andlm The Agsncyreaﬂdlmlkm .
o concentrafed.Mergeu pmducingnn Ma.rket cnncentraﬁcnnndmrka

increaaeh:theHHloﬂmthuni@« ﬁmhmofnemnﬂtymhuudm
--points in-moderately concentrated ... ‘histarical evidence. However, mocntop--,-

--marketspost—mmgeramunlﬂdyto iy ongoing e

~ have adverse competitive moquencu' indicate that

andlo M qu i the firm’ fumrecompoﬁtin - This pac
- analysis. Mergers nnincmnn ‘overstates s et :
- in the HHI of more thasi 100 points ia- . - ignﬁcanae.?orexample.ifam g
moderately concenmtednqhn " technology that is important to.

 term campetitive viability is a
U therﬁrmﬂnthnmuket.bnik '



3 cing or marketing
ically employed by firms' in
‘the characteristics of buyera
gEsellers; and the characteriancs of
gal transactions.: - "~
n'market conditions: that are
e-to reaching terms of -
nation also may be conducive to

Jpcting or punishing deviations from . -

4

terms. For example; the extent of .

plormation available to firms in the | - ful. 1£.d P
% terms of coordination may be facilitated SuCCess emanc or cost
by product or firm homogeneity and by fluctuations are relatively frequent and

DA et; or the extent of bomogeneityﬂ
y be relevant to both the ability to
iach terms of coordination and to .
ect or punish deviations from those
ms. The extent to which any specific

et condition will be relevant to one
81 ymore of the conditions necessaryto - -

xoordinated interaction will depend on

tances of the particular case.

4.circums

Jth likely that market conditions are .

gronducive to coordinated interaction
praen the firms in the market previously
Bave engaged in express collusion and -
hen the salient characteristics of the .-
market have not changed appreclably

ce the most recent such incident. .
ous express collusion in another
2phic market will have the same

\} Bight when the salient characteristics

llll!at other market at the time of the -

Bollusion are comparable to those in the =

Blevant market, -

2 h  analyzing the effect of a particular
“*8T on coordinated fnteraction, the .

- is mindful of the difficulties of

8 likely future behavior baeed

of incomplete and -
!imegs conlrag:lctory information
B enerated in merger :
“’“ﬂﬁhon& Whether a?nerger i
likely to dummsh competitxon by

-restrictions. Terms of coordinati nee_
_not perfectly achieve the monopoly:: -

.coordination may be imperfect and
-some market participants;-omit some -
.dimensions-of competition, omit some .

-{ customers, yield elevated prices short of
* monopoly levels, or lapse into episodic. -

-.'Detecting and Punishing Deviations

, are conducive: toreeching credible: Credible punish

termx coordination and: tti:tehttng and ;' may not need to-be anymorecomplex :
than 2k

mporary. abandonment of th

.1 likely would be rapid; incetitives to:

« deviate are diminished and coordination B

=18 likely to be successful. The detection -
* .and punishment of deviations may be
facilitated by existing practices among -
firms themselves, not neceasarily. :
A ¥ -antitrust vialations; and by .thet .
- : characteristica of typical ttansaction:. s
;" For'example, if key xnfonn;luo; n:lbout L
el speciﬁc transactions or indivi price * .
utcome in order ta be harmful to ¢ or output levels is available routinely to =
campetitors, it ntllay ll}e d:]fﬁct}lt ftt)lxl' a fim
.7+ to deviate secretly. If orders for the™ ™ .
incomplete—inasmuch as they omit . relevant product are frequent; regular
- and small relative to the total outputof =
- a firm in a'market, it may be difficult for
the firm to deviate in & substantial way
. without the knowledge of rivals and
without the opportunity for rivals to
> react. If demand or cost fluctuations are

“share éirstomer or temto;ia
onsumers.lnstead. the terms of -
* price wars—and still result in mgmficant

competitive harm. At some point,” -
- however, imperfections cause the . - :

- .7 relatively infrequent and smell, =~
> pcxfmﬁtg:&a::g:gs?a?i ts:::n%ng deviations may be relatwely easy to - -

“ on their extent, may make coordinated
' mteraction unlikely in the first instance. By contrast, where detectlon or

deter A

- Market conditions may be conducive ' punishment is likely to be slow, -
to or hinder reaching termsof .- incentives to deviate are enhanced and

coordination. For example, reaching - _ coordinated interaction is ‘unlikely to be )

lativel
existing practices among firms, practices 1arge. deviations may be re y

not necessarily themselves antitrust difficult to dmtmgmeh from thes_e other
violations, such as standardization of - 80urces of market price fluctuations,

. pricing or product variables on which and, in consequence, deviations may be

firms could compete. Key information relatively difficult to deter.
about rival firms and the market may * In certain circumstances, buyer
also facilitate reaching terms of _ characteristics and the nature of the

- coordination. Conversely, reaching procurement process may affect the
. terms of coordination may be limited or  incentives to deviate from terms of
- impeded by product heterogeneity or by ~coordination. Buyer size alone is not the

firms having substantially incomplete .  détermining characteristic. Where large -

" information about the conditions and buyers likely would engage in long-term -
" prospects of their rivals’ businesses, " contracting, so that the sales covered by
_ perhaps because of important -~ such contracts can be large relativeto
‘.. differences among their current business the total output of a firm in the market,

opérations. In addition, reaching gem, .firms may have the incentive to deviate.

- of coordination may be limited or - However, this only can be accomplished
- impeded by firm heterogeneity, for - where ﬂ}e duration, votume and
-example, differences in vertical = - . profitability of the business covered by .
-~ integration or the production of another - such contracts are sufficiently large as

. broduct that tends to be used together - to make deviation more profitable in the -
w1th the relevant product. .~ *+ long rctl:nmtimm hﬁnfmg ﬂi‘l‘i t?ﬂnﬂ 01; 4
‘212 Conditlons Conducive to - :::itch ;xp‘:;;e‘:: ’uyers ely wou

4 In some circumstances, coordinated
Where market conditions are’. _’ .. interaction can be effectively prevented

conducive to timely detection and _ - orlimited by maverick firms—firms that
.. punishment of significant deviaﬁom. - have agreater economic incentive to
3 ﬁrm will find it more proﬁtable to abide - deviate from the terms of coordination -
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than do most of theu’ nvals (eg firms
. that are unusually disruptive and -
competitive influences in the market)

Consequently, acquisition of a maverick :
firm is one way in which a merger may -

- make coordinated interaction more . .
likely, more successful, or more -

_ complete. For example, in a market - =
where capacity constraints are -~ <.

significant for many competitors, a firm .

.is more likely to be a maverick the

greater.is its excess or divertible . -~ -

capacity in relation to its sales or its
total capacity, and the lower are its -
direct and opportunity costs of -
expanding sales in the relevant -
market.?? This is so because a firm's
incentive to deviate from price- elevatmg
and output-limiting terms of
coordination is greater the more the firm
is able profitably to expand its output as
a proportion of the sales it would obtain
if it adhered to the terms of coordination
and the smaller is the base of sales on
which it enjoys elevated profits prior to

the price-cutting deviation.2° A firm also

may be a maverick if it has an unusual
-ability secretly to expand its sales in
relation to the sales it would obtain if it -
adhered to the terms of coordination. . -
This ability might arise from
opportunities to expand captive,
production for a downstream affiliate.

22 Lessemng of Competition Through

Unn’atem] Effects

A merger may dxmxmsh competmon .
even if it does not lead to increased
likelihood of successful coordinated -

- interaction, bécaise merging firms may- -

find it profitable to alter their behavior -

" unilaterally followmg the acqmsmon by -
_elevating price and suppressing output. **
‘Umlateral competitive effects can arise
_in a variety of different eettmgs. In each

settmg. partxcular other factors

- likelihood of unil; eral ‘combetitive-

-maverick firms may be a potent weson with'whi
. topunichdevi.tionl&emthetermofeoardin_e n

. leferentlated Products- - - L.

221 Firms sttmgmshed ananly by = effect if each product’s ‘market sha

In some markets the products are -
differentiated, so that products sold by

different participants in the market are -
not perfect substitutes for one another. -
Moreover, different products inthe -~
market may vary in the degree of their - -~ holds,’ ‘market concentration data §,

- substitutability for one another. In this .

setting, competition may be non-uniform
(i.e., localized), so that individual sellers
compete more directly with those rivals
selling closer substitutes.?! -

A merger between firms in a market”

for differentiated products may diminish
- competition by enabling the merged firm

to profit by unilaterally raising the price
of one or both products above the - = -
premerger level. Some of the sales loss
due to the price rise merely willbe
diverted to the product of the merger - -
partner and, depending on relative
margins, capturing such sales loss
thmugh merger may make the price
increase profitable even though it would
not have been profitable premerger.
Substantial unilateral price elevation in
a market for differentiated products
requires that there be a significant share

of sales in the'market accounted for by

consumers who regard the products’ of
the merging firms as their first and

second choices, and that reposltmmng of

the non-parties’ product lines to replace
the Jocalized competition lost through-

the merger be unlikely. The pricerise ~ -
will be greater the closer substitutes are
" ‘the products of the merging firms, j.e.,
- the more the buyers of one product
" consider the other product to be thexr S

next choxce

2211 Closeness of the Products of the - regard the other as their second ch

- then market share data may be rel
The market concentratmn measures i}, :
, aruculated in Section 1'may help assess ,

MergmgFu'ms S e

4.,_..‘..-.

" the extent df the likely competitive: -

groups of buyers; and buyers
negothte individually with sellers. Here, f¢
example, sellers, may for id ag

nother fot'the bus

combined market share of at least

S — e

.+, reflective of not.onl its relative &
;- a8 a first choice to consumers of the

mergmg firms' products but alsoit
relative appeal as a second choice; apd
herice as a competitive constraint to'
first choice.22 Where this circumsi

outside the safeharbor regions of ge
1.5, and the merging firms-have a -

five percent, the Agency will presum 3
that a significant share of sales in th

- market are accounted for by consum

who regard the products of the merg]
firms as their first and second choic

" Purchasers of one of the mergin

~ firms' products may be more or less 3

likely to make the other their second
choice than market shares alone woull®
indicate. The market shares of the .
merging firms’ products may unders
the competitive effect of concern,.

for example, the products of the mer
firms are relatively more similar in|
various attributes to one another

. other products in the relevant market3

On the other hand, the market shares;
alone may overstate the competitive g
effects of concern when, for examp
the relevant products are less sin
their attributes to one another than
other products in the relevant mar|
Where market-concentration data;
outside the safeharbor regions of se
1.5, the merging firms have a com
market share of at least thirty-five
percent, and where data on product]
attributes and relative product appe

- show that a significant share of

purchasers of one merging firm's pra

upon to démonstrate that-there is
* gignificant share of sales in the ms

- accounted for by consumers who v
V'+ effect from'a uriilateral price elevation’ "
e “ by the merged firm notwithstanding the -
= fact that th affected products.are
differenti ]




rties may. limit the. tntakz Entryis ‘'would bez:2 likely in response to the merger;sa
! iheyconsider.lfeilhm timely, likely andmfﬁden ﬁhih% " The uma step assesseswhethev
buym‘, ideraﬁ rby ans mﬂﬂm ‘competitive effects of +i sufficient Yo return'market pricesto’
ompetitive seller nc Jormerly: -concem.lnmark_enwhere éntry is that << premerger levels: This end may g l;;
d, : th accomplished either. through multtple 4437 -
" entry orjndividual entry at a sufficient ity W7,
-scale. Entry may not be sufficient, evers#:
though'timely ‘and likely, where the 2
 constraints-on-availability of essential 3,
- assets, due to incumbent control, makeew
** it imipossible for exitry profitably to,
-achieve the necessary lavel of sales.*
* Also, the character and scope of 3¢ =
entrants’ products might not be fully .
‘responsive to the localized sales ...~ -
‘opportunities created by the removal of T
" direct competition among sellersof - ‘-

> concern. .- .
3 ! : . differentiated products. In aeeessing
: price rise and also elimmates a The first step aaseeses whethet entry * whether entryw:ll be timely, likely; and

petitor to which customers - * ™ can achieve significant market impact

vine would have diverted their - within a timely period. If significant . . . Sufficient ihe Agency récognizes that -
' Where the merging firms havé a |~ market impact would require a longer. - &r&ic&etan ime ?bl t‘”’g? m;“;’gch
wombined mafrket share of at least thiny period, entry will not deter.or counteract - ;.- or oy possib’e ‘:lﬁ vl :ll

five percent, merged firms may find it © " the competitive effect of concern. oz iﬁnz‘l”' fiAsenbcz Y °§
peofitable to raise price and reduce joint™  The second step assesses whether -avata m?l e\nﬁ eﬂcfh aring on w fthe:; : .

Potput below the sum of their premerger  committed entry would be a profitable . . enu'yhn sﬁksgh edcon:ém:;.s a I
“ ot puts because the 165t markups on the ¢ and, hence, a likely response to.a merger. limeliness, likelihood. and s xciency. S
regone sales may be outweighed by- having competitive effects of concern. 3.1 Entry Altematlves :
ithe resulting price im:rease on the Firms considering entry that requires .
Snerged base of sales. - * - significant sunk costs must evaluate the The Agency will examine the *

e This unilateral effect is unhkely - profitability of the entry on the basis of - timeliness, likelihood, and sufficiency °f
mnless a sufficiently large number of the . long term participation in the market, - the means of entry (entry altemnatives) _‘ , B
merged firm's customers would not be because the underlying assets will be = Potential entrant might practically - ‘ o
able to find economical alternative ~ - - Committed to the market until they are . €mPploy, without attempting to identify * 8
lources of supply, i.e., competitors of the economically depreciated. Entry that is . who might be potentxal entrants. An
gmerged firm likely would not respond to - sufficient to counteract the competitive - entry alternative is defined by the . -

the Price increase and output reduction  effects of concern will cause prices to.  8ctions the firm must take in order to

Eby the merged firm with increases in . fall to their premerger levels or lower. produce and sell in the market. All

their own outputs sufficient in the - Thus, the profitability of such committed Phases of the entry effort will be .

aggregate to make the unilateral action  entry must be determined on the basis - considered, including, where relevant,

of the merged firm unprofitable. Such. . of premerger market prices over the planning, design, and management; ' -

ed "  Agency ‘employs & thxeeﬂep aar
) ;' methodology to assess whether

‘"' committed entry would deter or~

counteract a competitive effect of

gnOon-party expansion is unlikely if those long-term. . . - permitting, licensing, and other -

f firms face binding capacity constraints: A merger having anﬁcompehnve . approvals; construction, debugging, and P
kthat could not be economically relaxed = €ffects can attract committed entry, operation of production facilities; and ?
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AT&T Earnings Commentary
April 20, 1998

First Quarter Earnings From Continuing Operations Were $0.80 Per Share
Eamings Adjusted for Gains and Charges Were $0.77 Per Share

FIRST QUARTER 1998 SUMMARY

AT&T"s first quarter earnings from continuing operations were $0.77 per share on & diluted
basis. This excludes gains totaling $0.26 per share from the sales of AT&T Solutions Customer
Care (ASCC) and AT&T's holdings of LIN Television Carp. Also excluded is a charge of
$0.23 per share reflecting AT&T's decision not to pursue the sale of local service on a total
service resale basis.
Earnings from continuing operations were $0.80 per share on a diluted basis, an increase of
19% from $0.67 in the first quarter of 1997. Consolidated earnings per share were $0.81, up
17% from $0.69 per share in the year-ago quarter. The $0.81 included $0.01 in earnings per
share from discontinued operations, reflecting the operating results of AT&T Universal Card,
which was sold to Citibank on April 2, 1998.
Revenue increased 0.7% compared to the first quarter of 1997 driven by growth in business
services revenue. The year-over-year revenue growth rates for each of AT&T's three largest
segments—business services, consumer services, and wireless services—improved compared to
the fourth quarter of 1997.
Earnings before interest, taxes, depreciation and amortization (EBITDA) increased 13.3%
to $3.1 billion. Excluding the non-cash write-down of lacal assets mentioned above, EBITDA
increased 35% to $3.7 billion. The increase was primarily due to the sales of ASCC and LIN
Television Corp. SG&A expense declined $142 million or 3.9% as part of AT&T's
commitment to reduce SG& A expense by $1.6 billion in 1998.
Business services revenue, including revenue from local service, increased 4.5%
year-over-year, driven by continued strong growth in data services revenue. EBIT from
business services increased 1.1%,; however, excluding the gain on the sale of AT&T Skynet in
1Q97 EBIT was up 10.0% compared to the year-ago quarter.
Consumer services revenue, including local service revenue, decreased 5.1% reflecting the
flow-through of access rate reductions to customers and the targeted migration of customers to
optional calling plans. EBIT declined 13.0% fram 4Q97 as a result of the traditionally higher
level of marketing in the first quarter as well as normal post-holiday revenue trends. EBIT from
consumer services increased 11.8% compared to 1Q97.
Wireless services reverme increased 7.0% as consolidated subscribers increased 16.9% to 6.2
million. EBITDA. from core wireless services increased slightly in spite of AT&T's aggressive

http./ferwrw.att.com/ir/commentary/98 1g-cmnt. htmt 6/4/98



08/04/98 15:03 FAX 808 221 8157 AT&T LAW DEPT. 003

AT&T Earnings Commentary: April 20, 1998 1Q 1992 Page 2 of 15

migration of customers to digital service. Over one-thxrd of AT&T's consolidated wireless
subscriber base now uses digital service.

Quarier af a Glance
Growth Compared to: 1Q97 4Q97
Business Services Revenue 4.5% 3.4%
Consumer Services Reverme (G.1)% 2.1)%
Wireless Services Revenue 70% G N%
Business Services EBIT 1.1% 2.6)%
Consumer Services EBIT 11.8% (13.0)%
Wireless Services EBITDA 22% 5.8%
Long-distance Revenue 0.8)% 0.6%
Long-distance Volume 4 9% o 23%
AT&T First Quarter Highlights
Total Revenue $12.6 Billion
SG&A as % of Revenme 27.3%
EBITDA $3.1 Billion
-INet Income $1.3 Billion
As of 3/31/98:
YTD Reduction in Employees 4 500
Debt/Total Equity 28.2%
YTD Stock Price Change +17.2%
Earnings Per Share Recap
EPS on a diluted basis from: 1Q98 4Q97 3Q97 2Q97
Contimuing Operations* $0.80 $0.81 $0.69 $0.57
Discontinued Operations Including Gains** 0,01 - 0.06 0.02
Consolidated AT&T $0.81 $0.81 $0.75 $0.59

*1Q98 includes $0.26 in gains on sales of AT&T Solutiong Customer Care and LIN-TV, and $(0.23)
for the write-down of assets associated with local service resale, 1Q97 includes a gain of $0.04 per
share on the sale of AT&T Skynet, $0.04 for the reversal of pre-1995 restructuring reserves, and
$(0.06) to exit the 2-way messaging initiative.

**3Q97 includes a gain of $0.04 on the sale of AT&T's submarine systems business.

Income Statement Discnssion
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ATE&T 1st Quarter Summary
1Q98 1Q%7 Yr/Yr % 4Q97
Revenue $12,631 $12,548 0.7% $12,713
SG&A/Revenue 27.3% 28.6% (130)b.p. 28.3%
EBITDA 3,121 2,753 13.3% 3,132
EBITDA Excluding Gain & Charges 3,055 2,636 15.9% 3,132
EBIT 2,090 1,807 157% 2,108
EBIT Excluding Gain & Charges 2,024 1,770 14.4% 2,108
Revepue

Total reverue increased $83 million or 0.7% compared to 1Q97 as increases in reverme from business
services, other/corporate revenues and wireless services revermies were offset by a decrease in
revenue from consumer services. Long-distance revenue was down 0.8% compared to 1Q97, while
calling volume increased 4.9%, The gap between revenue and volume growth improved to negative
5.7%, as pricing n business markets firmed and free mirutes, which continue to be used as a
customer incentive, no longer affected the year-over-year reverme growth rate for consumer services.
A detailed discussion of revenue performance by segment begins on page 5.

Operating Expenses

Access and other interconnection expenses decreased 8.1% compared to 1Q97. The decline relates
primarily to lower intemational settlement rates, reductions in per-minute access charges, and
AT&T's contimiing efforts to manage access and interconnection costs. Reductions in per-minute
access expenses were partially offset by Primary Interexchange Carrier Charges (PICC), AT&T's
contributions to the Universal Service Fund (USF), and volume increases. Access and other

interconnection expenses were 34.7% of long-distance services revenue this quarter, compared to
37.5% in 1Q97 and 34 3% in 4Q97.

Network and other communications services expenses increased 6.1% compared to 1Q97. The
increase was driven primarily by costs associated with compensation to payphone operators.
Recovery of the 28 .4-cents-per-call payphone charge is built into interstate pricing for business
customers and is collected from calling card users as a surcharge on customer bills. Higher costs
related to increasing data traffic on the AT&T network and equipment sales also contributed to the
increase. The 1Q97 reversal of pre-1995 restructuring charges also contributed to the increase, while
the 1Q97 charge to exit the two-way messaging business and a significant decline in uncollectibles
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partially offset the increases.

Depreciation and amortization expeases increased 92% compared to 1Q97. Excl,:d?ng the $R0
million impact of charges to exit the two-way messaging business in 1Q97, deprecl‘anon and ‘
amortization expense increased 19.5%. The higher level of expense was driven by increased capital
expenditures, Capital spending contimes to be directed primarily at AT&T's long-distance network,
including the deployment of SONET technology. AT&T expects to finish its three-year SOl\!'ET
program in 1998 with the completion of more than 50 SONET rings. The continuing expansion and
upgrade of AT&T's wireless network also contributed to the increase.

DISTRIBUTION OF EXPENSE (Nct Inciuding 1Q95 Asset impakmant Charge)
1098 ) 1997

DaA
m%
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Selling, general and administrative expenses were down $142 million, or 3.9% from 1Q97. SG&A
was 27.3% of total revenue, down from 28.6% in the year-ago quarter and 28.3% in 4Q97. The
reduced level of expenses reflects AT&T's efforts to achicve a best-in-class cost structure, including
targeting the removal of $1.6 billion in SG&A expense from the business in 1998 and a 22%
SG&A/revenue ratio by the end of 1999. Cost savings were achieved in a number of areas across the
business in the first quarter. In particular, the company realized savings on direct mail and
telemarketing to consumers, including efforts to focus on targeted customer segments, Lower
marketing and sales costs in business markets, achieved largely through consolidation of functions and
reductions of support staff headcount, also contributed to the decline, along with reductions in
corporate staff These reductions were partially offset by expenses related to new wireless businesses.

AT&T has announced 2 plan to reduce total headcount by 15,000 ~ 18,000 as & part of the company'’s
overall cost reduction program. The company expects to generate the majority of these reductions
from the voluntary force reduction offer that is being offered to eligible employees in the second
quarter. Employees arc expected to leave the payroll in stages throughout the remainder of 1998,
with a significant portion exiting the business by Fune 30. As of March 31, approximately 4,500
employees had left the business as a result of other force management efforts.

AT&T recorded an asset impairment and restructuring charge of $601 million reflecting the decision
not to pursue the sale of local service on a Total Service Resale (TSR) basis. The pre-tax charge is

comprised primarily of write-downs of software related to ordering, provisioning and billing for
resold local service.

Other income statement items
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Other income - net was $700 million in the first quarter, up $532 million from 1Q97. The increase
resulted primarily from gains on the sales of AT&T Solutions Customer Care (ASCC) and AT&T's
holdings of LIN Television Corp, partially offset by the 1Q97 gain of approximately $100 million or
about $0.04 per share afier tax on the sale of AT&T Skynet. The 1Q98 gains totaled $667 million
pre-tax, or approximately $0.26 per share after tax.

EBIT qnd EBITDA increased 15.7% and 13.3%, respectively from 1Q97. The impact of the sales of
ASCC and LIN-TV was larpely offset by the write-down of assets associated with the resale of local
services. Excluding the write-down of local assets, a non-cash item, EBITDA. increased 35%.

Interest expense was $48 million in the first quarter, down €.4% from the year-ago quarter.

Provision for income taxes was up 8.9% from 1Q97, with an effective tax rate of 35.6%. The

effective tax rate decreased 240 basis points from 1Q97, primarily as a result of foreign legal entity
restructurings.

Incame from discontinued operations was $10 million net of taxes, down from $38 million in 1Q57.
This quarter, discontinued operations included the results of AT&T Universal Card; in the year-ago
quarter the results of AT&T Submarine Systems were also included in discontinued operations.

Net income increased 17.8% from 1Q97. The impact of the local write-down largely offset the gains
from the sales of LIN-TV and ASCC.

Earnings per share were $0.81 on a consolidated basis, up 17% from $0.69 in the ycar-ago quarter.
AT&T has targeted a range of $3.25 - $3.35 per share for 1998 including TCG.

See Appendix I for the full AT&T income statement, and Appendix II for complete restated income
statements.

Balance Sheet and Capital Discussion

Total gssets decreased $1,730 million, or 3.0%, primarily due to declines in property, plant, and
equipment, other receivables and investments. The decrease in property, plant and equipment is
primarily a result of the local asset impairment charge and the sale of AT&T Solutions Customer
Care. Other reccivables, which represent financing of AT&T Universal Card receivables by AT&T,
decreased due to Jower cardholder receivables resulting from the paydown of holiday spending
balances. The decrease in investments reflects the sale of LIN-TV.

Total Liabilities decreased $2,363 million, or 6.6%, primarily due to declines in debt, payroll and
benefit-related liabilities, accounts payable and long-term deferred taxes, partially offset by an increase
in current fiabilities. The decreases in both short-term and long-term debt reflect the paydown of debt
with the proceeds from the sales of LIN-TV and AT&T Solutions Customer Care, as well as lower
debt requirements at Universal Card resulting from lower cardholder receivebles. The decrease in
payroll and benefit-related liabilitics reflects the annual first quarter payout of employee bomses.
Accounts payable declined primarily due 1o the paydown of high year-end payables mostly capital
rclated. The decrease in long-term deferred taxes is primarily due to the write-dawn of local assets as
well as benefits related to a foreign legal entity restructuring. The increase in current liabilities was

drniven by higher currettt accrued income taxes which include the impact of the ASCC and LIN-TV
sales,
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Total shareowner equity increased $633 million, or 2.8%, primarily due to the current quarter's net
income partially offset by dividends declared.

AT&T's debt ratio, defined as total debt divided by total capital was 28.2% including debt relatcd'to
Universal Card. AT&T's debt ratio net of cash was 27.7% as of March 31, and is expected to decline
1o less than 10% after the AT&T Universal Card sale to Citibank, which closed on April 2, 1998,

Capital additions were 31,046 million in the first quarter, a decrease of 12.6"@ compa.r.ed to 1Q97.
Capital additions included $992 million of capital expenditures. Capital was directed primarily at
investment in AT&T's long-distance network, including the contimuing deployment of SONET rings

and buildout of the digital wireless network. AT&T expects to complete its SONET deployment in
1998.

AT&T's full consolidated balance sheets appear in Appendix V.

CAPITAL SPENLYNG BY SEGMENT
10398 1997
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Business Segment Discussion

AT&T's results are segmented according to the company's primary lines of business: business
services, consumer services, and wireless services. A fourth segment, identified as other/corporate,
includes the results of AT&T Solutions, international operations and ventures, on-line services such
as AT&T WorldNet Internet access, and various other items. The results of these four segments plus
the impact of the elimination of internal business sum to AT&T's total results. The following is a
discussion of each of these segments, as well as supplemental information on local service, AT&T
Solutions, international operations and ventures, on-line services, and new wireless businesses.

Total assets by segment include all external assets for each segment except for deferred taxes and
prepaid pension assets which are held at the corporate level. Network assets are allocated to the
segments based on the prior three years’ volumes and are reallocated each Jamuary.

BUSINESS SERVICES SEGMENT

Buginess services results reflect sales of long-distance services (domestic and international, inbound
and outbound, inter- and intra-LLATA toll services, calling card and operator-handled services, data

services, messaging and other network enabled services), local services and web hosting and other
electronic commerce services.
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Total revenue from business services increased 4.5% in the first quarter compared to 1Q97, driven
primarily by strong growth in revenue from data services: Data services revenue grew in the %qw '
double digits for the quarter, as AT&T again expanded its industry-leading market share position in
frame relay service with growth in excess of 100%. Revenue from private line data services comtinved
to grow at 8 high-single-digit rate. The growth rates of data revenue and overall business segment
revenue continue to be impacted by the sales of AT&T Skynet and AT&T Tridom in the first and -
second quarters of 1997, respectively. Adjusted for those sales, data services revenue grew in the mid
teens for the quarter, while total business services revenue grew 5.3%.

BUSINESS SERVICES REVENUE & EBITDA TREND
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Business long-distance services revenue, which includes data revenue, grew 4.4% in the quarter, or
5.2% adjusted for the impacts of AT&T Skynet and Tridom. Data revenue was approximatety 25% of
business long-distance services revenue this quarter, up from a year ago. Revenue from voice services
continued to be pressured by price competition, particularly on inbound services, and by substitution
of alternate services such as wireless for higher-priced services such as calling cards. Price reductions
made in anticipation of access rate reductions also impacted revenue growth, though they were
partially offset by the flow-through of USF/PICC charges to customers. Long-distance calling volume
grew in the low double digits for the quarter, driven by double-digit growth in inbound services.
Volume grew at a slower rate than in recent quarters, primarily as a result of very strong growth a
year ago resulting from stimulation due to contract renegotiations as well as additional valume of
government traffic under the FTS 2000 contract.

EBITDA for business services increased $90 million, or 5.6% over the year-ago quarter. Howaver,
1Q97 included a gain of approximately $100 million on the sale of AT&T Skynet. Absent that effect,
EBITDA increased 12.4% driven by revenue growth and helped by improvements in cost structure
related to customer care and sales support. EBIT increased $13 million, or 1.1%, and wasup 10.0%
when adjusted for the sale of Skynet. Higher levels of depreciation due to AT&T's investment in data

networks and SONET deployment accounted for the slower rate of EBIT growth as compared to
EBITDA.

Business Services Summary
1098 | 1Q97 |Yr/¥r %| 4Q97 | Seq %
Revenue $5,673 185,428 4.5%]85,485 3.4%
EBITDA 1,694 | 1,604 5.6%| 1,713 (1.1)%
\EBITDA Excluding Gain on Skynet| 1,694 1,507) 12.4%| 1,713] (1.D)%
EBITDA Margin (adjusted) 29.9%)| 27.8%\ 210 b.p.| 31.2%|(130) b.p.
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EBIT 1,206 | 1,193 1.1%] 1,238| (26)%
EBIT Excluding Gain on Skynet 1,206] 1,096 10.0%| 1,238y (2.6)%
EBIT Margin (adjusted) 21.3%| 20.2%| 110 b.p.| 22.6%\(130) b.p.

Capital additions for business services totaled $711 million in the quarter, primarily reflecting
investment in data networks, AT&T's SONET program and the AT&T Digital Link product for local
service. Total assets for business services were $15 4 billion as of March 31.

CONSUMER SERVICES SEGMENT

AT&T's consumer services segment includes the results of providing long-distance services (including
domestic and international inter- and intra-LATA toll services, calling card and operator handled
calling, and prepaid calling cards) and local services to residential customers.

CONSUAER SERVICES REVENIE & EBITDA TREND

~

$ Billions

DARW LD

-

1gw 2007 Qa9 agr 1002
|=:Rmnue g EBITDA —..,_EwaAMargin]

Revenue from consumer services decreased 5.1% in the first quarter, a3 consumer long-distance
services revenue declined 5.5% on a slight decline in calling volume. The decline in revenue resulted
in part from access cost reductions implemented in July 1997, which enabled AT&T to lower basic
rates and move many customers to more favorable optional calling plans. The controlled migration of
customers to more favorable calling plans is a key part of AT&T's strategy to retain profitable
customers. In addition, the reduction in revenue reflects the continuation of AT&T's high-value
targeting strategy, implemented in the second half of 1997, under which AT&T stopped targeting
non-profitable customers for acquisition, These changes continue to have an impact on revenue and
volume growth, but contribute to improved profitability and customer retention. Competition in the
residential long-distance market, as well as substitution away from higher-priced services such as
calling cards toward wireless services, also contributed to the lower revenue and volume growth
rates. Higher intra-LATA revenue and volume, which has resulted from AT&T's aggressive localized

marketing efforts in areas where pre-subscription is available, partially offset these revenume and
volume effects.

EBITDA and EBIT for consumer services increased 10.3% and 11.8% respectively, over the year-ago
quarter, driven primarily by reduced SG&A expenses. These reductions are a reflection of AT&T's
plan to target and retain the most profitable residential customers. SG&A reductions included
significantly lower marketing and sales expenses as a result of better targeting and efficiency gains in
customer acquisition efforts. AT&T has also increased its use of alternate distribution channels,
including the Jaunch of One Rate On-line, and honed its customer retention technigues through
database mining and consolidation of marketing messages. As a result, spending on telemarketing and
direct mail declined compared to the year-ago quarter. Sequertially, EBIT declined 13.0% due
primarily to the traditionally higher marketing activity of the first quarter compared to the fourth and

http://www.att.com/ir/commentary/981g-cmnt.html 6/4/98
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to the normal post-holiday decline in long-distance revenue.

Consumer Services Summary

1Q98 | 1Q97 {¥r/¥r %| 4Q97 | Seq %
Revenue $5,628 195,928 | (5.1)%|85,749 ] (2.1)%
EBITDA 1,498 | 1358 ] 103%| 1,725] (13.2%
EBITDA Margin| 26.6%| 22.9%| 370 b.p.| 30.0%}(340) b.p.
EBIT 1324 1,184 ) 11.8%| 1,522] (13.00%
EBIT Margin | 23.5%] 20.0%| 350 b.p.| 26.5%|(300) b.p.

Capital additions for consumer services were $76 million in the quarter. Total assets for consumer
services were $7.0 billion at March 31.

WIRELESS SERVICES SEGMENT

The results of this segment are comprised primarily of sales of wireless services and products to
customers in 850 MHz cellular markets and newer 1.9 GHz wireless markets. Also included are the
results of the messaging, aviation communications, and wireless data divisions, as well as the costs
associated with the development of fixed wireless technology. Charges related to AT&T's decision to
exit the two-way messaging business are included in the results for 1Q97. These charges totaled $160
million, including $80 million of depreciation and amortization expense and $80 million of network
and other communications services expense.

The impact of the new 1.9 GHz markets, wireless date, two-way messaging and fixed wireless

development are reflected here as "new wireless businesses”; all other wireless results are reflected as
“core" buginesses.

WIRELESS SERWCES REVENUE & EBITDA TREND
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Total revenue from wireless services increased 7.0% compared to 1Q97. The increase was driven by
growth in revenue from both core and new wireless businesses, with revenue growth trending upward
throughout the first quarter. Core reverue increased 4.3% to $1,083 million, while revenue from new
businesses was $30 million for the quarter compared to $2 million in the year-ago quarter.
Consolidated subscribers—those in markets in which AT&T owns a controlling interest—totaled
6.159 million at March 31, This represents an mncrease of 16.9% over March 31, 1997, on net adds of
approximately 195,000. Consalidated subscribers include well over 100,000 users in AT&T's ten
emerging 1.9 GHz markets, The tenth market—Boston/Providence—was launched during the first

hitp://www att.com/it/commentary/981g-cmnt html 6/4/98
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quarter. These markets represent approximately 70% of the total POPs covered by AT&T's 1.9 GHz

licenses. Also during the querter, AT&T announced joint ventures with Cincinnati Bell and Telecorp
to further increase its digital coverage.

Wireless Services—Total Summary

10Q98 | 1Q97 | Yr/¥r % | 4Q97 | Seq %

Revenue $1,113 {$1,040 7.0%|}%$1,155 | (3.7)%

EBITDA 251 246 22%| 238 5.8%

EBITDA Excluding Charge 251 326 (22.9)% 238 548%
EBITDA Marygin (Adjusted)| 22.6%) 31.4%) (880) b.p.|.20.6%6]200 b.p.

EBIT @) @1 94.0% (5)| 57.1%
EBIT Excluding Charge (2) 1291 (101.4)% 3| 37.1%

EBIT Margin (Adjusted) | (0.2)%| 12.4%\(1,260) b.p.| (0.490%| 20 b.p.

In responss to the competitive environment of the wireless industry, AT&T has adjusted prices on
many af its high-end rate plans in an effort to retain custorners. This pricing activity has put
downward pressure on AT&T's revenue per user. However, the company has also made & strategic
decision not to pursue acquisitions of low-value customers. Partly as a result of this strategy, average
revenue per user in core markets declined at a slower rate in the first quarter than in recent
quarters—10% year-over-year to $50. This selective acquisition strategy is being applied in new
markets as well, with over 70% of customer acquisitions in the quarter purchasing rate plans priced at
850 per month or higher.

At the same time, AT&T has acted aggrcssivély to convert the wireless subscriber base from analog
1o digital service. This effort increases costs in the near-term; however, digital service is provided at a
lower operating cost and is expected to contribute to lower customer chumn. As of March 31, 1998,

about 35% of AT&T's consolidated subscribers were on digital plans, compared to 29% at the end of
1997 and 20% a year ago.

Wireless services EBITDA was $251 million for the quarter, up 2.2% from the year-ago quarter.
EBITDA from new businesses was negative $112 million this quarter, compared to negative $114
mullion in 1Q97 (including charges of 380 million related to the two-way messaging business). Core
wireless EBITDA was up slightly from the year-ago quarter in spite of the costs of migrating
customers to digital service. Total wireless EBIT was ncgative $2 million for the quarter, including
negative $156 million from new businesses. In the year-ago quarter, EBIT of negative $31 million
included losses of $205 million from new businesses.

http://www att.com/ir/commentary/98 1 ¢-cmnt_html | 6/4/98
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Wireless Services
New Businesses

1Q9811Q97{Yr/Yr %|4Q97|Seq %
Revenue £301 §2 N/A| $15(94.5%
EBITDA (112) |(114) 1.7%](183) | 33.8%
EBITDA Excluding Charge| (112)] (34)](228.6)%) (183}] 38.8%
EBIT (156)] (205)] 23.7%|(203) } 23.0%
EBIT Excluding Charge (156)\ (435)](248.2)%8 (203)| 23.0%

Wireless Services y
Subscribers (thousands)

1093[1Q97|Yr/Yr % }|4Q97| Seq %
Consolidated Markets|6,159]5.270]  16.9%|5,964] 3.3%

Net Additions 195) 251| (22.6)%] 234{(16.8)%
Partnership Markets {2,212{1,991] 11.1%|2,169] 2.0%
Yotal Subs 8,371|7,261] 15.3%]8,133] 2.9%

Messaging Subscribers |1,329]1,185] 122%)1,300] 2.2%

Capital additions for wireless services totaled $168 million in the quarter. Capital was directed

primarily at expanding coverage in new and traditional markets. Total assets for wireless services
were $18.3 billion at March 31.

OTHER/CORPORATE

This segment includes the results of AT&T Solutions, intemational opsrations and ventures, on-line
services such as AT&T WorldNet, and other corporatejoperations. Results for this segment are

discussed briefly here; a mare detailed discussion of certain components of the segment appears in the
supplemental disclosure section below. :

Other/corporate revenue inereased 21.1% over 1Q97, dnven by increased revenue from AT&T
Solutions and AT&T WorldNet. EBITDA and EBIT increased 29.7% and 19.3%, respectively as a
result of the gains on the sales of AT&T Solutions Customer Care and LIN TV, partially offset by the
charge for the local asset impairment. Adjusting for thejeffects of these items, EBITDA for the
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segment was negative $385 million, an improvement of ;fS 4% over negative $454 million in 1Q97.
EBIT was negative 3501 million, an improvement of 7% over negative $538 million in 1Q97. Lower
dilution from international op&ranons and ventures, AT&T WorldNet Services and AT&T Solutions
were the primary drivers of the improvement. ‘}

Other/Corporate Summary :

1Q98|1Q97|¥r/Yr %|4Q97| Seq %
Revenue $557 18460 |  21.1%|$665 |(15.9)%
EBITDA (319)| (@54)| - 29.7%|(540)} 40.9%
EBITDA Excluding Gains & Charges| (385)| (554)}  30.59| (540)] 28.6%
EBIT (435)|(538)]  19.3%)|(643)| 32.4%
ERIT Excluding Gains & Charges | (501)|(638)| 21.5%|(643}| 22.1%

ELIMINATIONS '

This "segment” reflects the elimination revenue and proﬁt generated by the sale of services between

business segments, such as the sale of long-distance transport services from business services to
ATET Solutions.

(
!
»
I

1Q98 Segment Recap i
Business|Consumer|Wireless| Other | Elims | Total
Revenue $5,673 | 95,628 | $1,113 | $557 |(5340)/512,631
EBITDA 1,694 1,498 231 319) (3| 312
EBIT 1,206 1,324 @) @35 ©G)| 2,09
Capital Additions 711 76 168 91 -1 1,046
Total Assets-Cont. Ops| 15,391 7,031 | 18,277 |15,187 - | 55,886

SUPPLEMENTAL DISCLOSURE—AT&T Solutinhs, ‘Worldnet and Other On-line Services,
International Qperations and Ventures, Local Services

AT&T Solutions, the company's outsourcing, network 'imegraﬁon, and mmiti-media call center
business, grew reverme 39.3% in the first quarter to SZIS million. The unit currently has more than $3
billion under contract with such ¢lients as United Healthcare Textron, J.P. Morgan, Merrill Lynch,
and MasterCard International. In the first quarter of 1998 AT&T Solutions signed contracts worth
about $1 billion for major global data networking scrvmes with Citicorp and McGraw-Hill. These
contracts did not impact 1Q98 revenue. Although not mc]uded in the unit's revenue, AT&T Solutions
manages AT&T's internal network infrastructure, an operat:on that provides information technology
services which generated $386 million in internal bill.in,g's for the quarter.

EBIT for AT&T Sohrtions was negative $12 million for the quarier, an improvement from negative
$53 million in 1Q97. Included in the $12 million was the impact of the realignment of certain start-up
network management contracts inte the outsourr:mg pracuce of AT&T Solutions. AT&T Solutions
achieved a significant year-gver-year improvement in ElBIT as a result of reverme growth and lower

http://wew.att.com/ir/commentary/981g-connt. bl 6/4/98
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SG&A. expense, and remains on target to turn proﬁtab[% by the end of 1998.
AT&T Solutions Summary ,
1Q98{1Q97|Yr/Yr % |4Q97|Seq %
Revenue $218 |$156 | 39.3%]|$239 |(2.1)%
Internal Billings to AT&T=| 386| 463| (16.7)%|:423|(8.7)%
EBITDA 21| (18)| 229.2%|1 22 |(1.3)%
EBIT (12)| (53)| 77.6%|;:(14)] 18.4%
*Cost recovery i

N
WorldNet and other on-line services include AT&T WorldNet Internet access service for residential
and business customers (mcluded in the corporate/| oth::r gegment) and web hosting and other
electronic commerce services (included in the business services segment). Revenue from on-line
services increased 97.4% compared to 1Q97 to §79 mi]]mn The increase was due primarily to
contmued growth n AT&T WorldNet's residential subscn‘ber base, which now totals about 1.1
million. Average revenue per customer continues to mm'ease due to the expiration of AT&T
WorldNet's initial promotional price programs in favor of regular monthly rates of $9.95 and $19.95.

.
EBIT and EBITDA from on-line service both improved as a result of the revenwe improvement and
network and customer care cost efficiencies for AT&T WorIdNet

WorldNet & Other On-line Services Summary -

1Q98 |1Q97|Yr/¥r %|4Q97 [Seq %
WorldNet Subs (k) |1,085 | 884 | 22.7%|1,020 | 6.4%
Hosted Websites (k)| 8.1| 3.1] 1638%| 6.916.4%

Revenue 79| 40| 97.4%| 67 [15.8%
EBITDA (95)|(152)| 37.7%| (109)}i12.9%
EBIT (109)|(159)] 31L.7% (118);281%

Internaiional operations and ventures include AT&T‘S consolidated foreign operations such as
AT&T Communications Services UK, the company's u'ansn and reorigination businesses, and its
online services in the Asia/Pacific regian. This area does not include bilateral international
long-distance traffic. The equity earnings or losses of A”I‘&T s non-consolidated international joint
ventures and alliances, such as Alestra in Mexico, AT&T Canada Long Distance Services, AT&T —
Unisource and World Partners Company are also mclchled in this section.

Revenue from consolidated international businesses maeased 20.7% from 1Q97 to $179 million,
driven by growth in reorigination and Comms UK. This growth inclades the impact of revenue
declines in businesses which were non-strategic to AT&T, some of which were exited since 1Q97.
Revenue from continuing strategic international operaﬁdns grew 33.4% compared to 1Q87.

EBIT from international operations and ventures was megatwe $63 million for the quarter, an
improvement of over 50% from 1Q97. The i lmproveme‘nt wag driven primarily by increased revenue
and operational improvements in consolidated internatipnal operations and by reductions of costs
required to support both consolidated and non-consolidated international operations. Revenue
i
http:/arww.att com/ir/commentary/981q-cmnt html | 6/4/98
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generated by non-consolidated ventures and alliances sis $785 million for the quarter, up 27% from
& year ago as a result of volume growth across all ofthg frnajor businesses.

International Operations & Ventures Summary
1Q98 |1Q97 | Yr/Yr % [4Q97| Seq %
Revenue [$179 | $148 20.7%( 3218 | (18.2)%
EBITDA | (46)| (114)] 60.2%] (39)|(16.9%
EBIT (63)| (128)] 50.8%| (56)|(12.2)%

!
|
!
i
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Local servicesfor business and residential customers areancluded as part of AT&T's business services
and consumer services segments, discussed above. Theaable below includes the results of business
and consumer local services as well as the costs assocmod with corporate staff dedicated to AT&T's
local services effort. (These costs are reported as part ofthe Other/Cotporate business sepment )

Reveruee from local services, primarily comprised of AT&T Digital Link (ADL) service for business
customers and services sold to residential customers on} & total service resale (TSR) basis was $37
million, up from $4 million in 1Q97. AT&T currently offers ADL as an outbound local calling service
in 49 states, and as an. outbound and inbound service m'New York, Connecticut, New Jersey, and
California. Local number portability, key to the provisioning of competitive local exchangc services,
remains an obstacle to AT&T's progress in offering fully functional business local services. AT&T's

pending merger with TCG is designed to accelerate the| n,company’ s penetration of the business local
exchange market. H

AT&T continues to provide local service ona TSR basis to about 400,000 residential customers in
six states. However, the company has ceased marketing TSR services due to the unfavorable
wholesale pticing structure currently in place. AT&T contmues to seek altemnative methods of
providing local service to residential customers. i

I

EBITDA and EBIT for lacal services include the $601 inillion asset impairment charge. Adjusting for
this charge, EBITDA decreased by $52 million and EBIT by $66 million reflecting costs associated
with growth in ADL and TSR, Losses related to res1dcm1a1 local services are expected to decline as
the company further limits its TSR activities.

Total asscts and capital spending for local service are pnmanly related to AT&T Digital Link and

other facilities-based local service options, i

Local Services Sammary | '
1Q98]1Q97| Yr/¥r %}4Q97| Seq %
Revenue $37| $4| 7793%$39| (5.4%
ERITDA (781)| (128)}(512.9y%4] (267)| (192.1%
EBITDA Excluding Charge|(180)| (128)| (41.4)%| (267)| 32.6%
EBIT (805)] (138)| (483 9)%4] (293)|(174.4)%
EBIT Excluding Charge | (204)| (138)] (48. 1)«% (293) 30,4%
New wireless businesses
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Information related to AT&T's new wireless businessési is included in the wireless services segment
discussion. | | :

endic! I .
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In-depth Report Telecommunications/Services

Long Distance

Surging Demand for Data Partially Offset Long Distance
Pricing Pressure and Share Loss

Reason for Report: Fourth Quarter Review

Merill Lynch & Co.

Plokal Diea »
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Investment Highlights:

Fourth quarter resulix were mixed for the long distance companies.
Despite a slight Improvement in core results, the Blg 3's consolidated EPS
continued to suffer as 2 result of dilutive new initiatives (j.e., local, PCS,
dats, global alliances).

Despite numerous price increases and huge growth in data/Internet
transmissions, long distance price pressures more than doubled in ‘97 — the
average rate per minuate (or “Gap") fell 6.5% versus 22% in 1996. The
Gap in 4Q97 was -8.0%, down from -7.8% in 3Q and 4Q96’s -2.8%.

The long distance market share shift continued through 4Q - a< evidenced

- by the disparity of the revenue growth statistics between the Big 3 and

second tier players. The averapge revenue growth rate for the Big 3
dropped from 72% in 1996 to 2.6% in 4Q97 — compared with average
second tier company growth rates of over 20% in 1996 and 31 % in 4Q.

‘We have seen a number of new, low rate lonp distance praducts offered by
various providers which should put further pressure on pricing. Despite
distribution efficiencies, these products conld generate lower profit per
minete even while they enhance margin on a percentage basis.

The acquisition of Teleport finally launched AT&T into the local market,
although even with the CLEC’s $1.8 billion of Jocal assets, AT&T"s
national Jocal exposure Is still limited. AT&T says Teleport's assets will
address only 28% (or $21 billion) of the $78 bilion local market (excluding
approx. $25 billion of access revenues), thus leaving the remaining $54
bilion to be addressed by resale and unbundling strategies, which thus far
have proved t0 be uneconomic and/or extremely difficult to implement.

Our investment choices are limited to special situnations (WorldCom and
Frouatier) and selected start-ups (Qwest and RSL Communications),
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